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Brazil's Congress ratified on Dec. 10 the US$41.5 billion rescue package put together by the
International Monetary Fund (IMF). The action, although largely symbolic, authorizes the
government to sign agreements announced last month with the IMF and the Bank for International
Settlements (BIS), which is coordinating bilateral contributions to the credit line. As its last action
before adjourning, the Congress also passed the social security reform.
In an earlier victory for President Fernando Henrique Cardoso, Congress passed a bill ending
tax exemptions for philanthropic organizations. The congressional victories for Cardoso followed
a stinging defeat when Congress rejected legislation to raise the social security contributions of
retirees. The vote in the lower house on Dec. 2 rejected a proposed increase from 11% to 20% in
payments by retired civil servants who earn more than US$960 a month.
The defeat set back government efforts to rein in spending and officials said it would mean an
estimated US$2.2 billion loss in revenues next year. IMF rescue package has many strings The IMF
gave final approval to the bailout package for Brazil Dec. 2. The money will be available during the
next three years, including about US$37 billion that could be taken during the next year. The news
agency O Estado quoted Amaury Bier, the Finance Ministry's economic-policy director, as saying
the country will draw an initial US$5.3 billion.
As a condition of the IMF deal, Brazil has pledged to enact austerity measures aimed at reducing
the public deficit to 4.7% of GDP by the end of 1999. Recently released official figures showed the
deficit for the first nine months of 1998 stood at 7% of GDP. Brazil's financial woes were exacerbated
by excessive capital flight as investors backed away from emerging markets and sought safer
investments following the Asian and Russian crises. At one point, more than US$1 billion a day
was leaving Brazil, with reserves dropping US$28 billion between September and November (see
NotiSur, 09/11/98,10/30/98, 11/13/98).
Nevertheless, the IMF requirements include a commitment by Brazil not to impose controls on the
movement of capital in and out of the country. Brazil has insisted since the latest crisis began that it
would not alter its exchange policy, which is based on a gradual depreciation of the real against the
dollar of about 7% per year. But some economists believe the currency is overvalued, and Brazil will
have to widen the real's trading band and accelerate the rate of depreciation. "The situation in Brazil
in 1999 is going to remain tense at best, and at worst the tensions will become so great that there will
be an adjustment in the currency band," said Santiago Millan, chief economist with IDEA in New
York.
The IMF said Brazil would stick to current exchange-rate policies, noting that the existing program
had curbed inflation and boosted growth. But Brazil will pay a heavy price with the IMF-mandated
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austerity program. The IMF estimates that the economy will contract 1% next year after growing
by just 0.5% in 1998. Unemployment will jump to 7.6% this year from 5.7% in 1997. The Brazilian
National Association of Open Markets Institute (Andima) is forecasting that GDP will drop by 1.4%
in 1999, and unemployment could increase to 9.9% next year.

Legislature gives mixed response to austerity measures
The defeat of the bill to increase social security contributions was a serious blow to Cardoso. It is
the fifth time since 1995 that the measure has been defeated, and it will be introduced again when
Congress reconvenes in January. Analysts worry that many other proposals to reduce government
spending and raise taxes are in for a rough time, which could hamper Brazil's ability to meet the IMF
requirements for the bail-out. "This was something that wasn't supposed to happen," said Desmond
Lachman with Solomon Smith Barney. "It's raising questions about the ease with which they can
pass the rest of their package."
Sergio Amaral, a spokesperson for the president, said the failure to approve the measure would
mean "more cuts in public-works projects and reductions in transfer payments to the states and
municipalities." Cardoso also warned that the vote could delay any reduction in interest rates.
Under considerable pressure from the business sector, however, the Central Bank reduced interest
rates on Dec. 16. It set the ceiling at a 36% annual rate, down from 42.5%, and reinstated an annual
rate of 29% as the lowest rate. It also warned it could raise rates without notice if necessary.
On Dec. 15, Congress passed the long-awaited social security reform, ending a nearly four-year
effort. The reform is designed to respond to a social-security deficit expected to hit US$36 billion this
year, a key contributor to the fiscal deficit. Despite the focus on austerity, in mid-December, leaders
of the executive, judicial, and legislative branches agreed to a significant salary raise for themselves.
The plan, which the Ministry of Public Administration estimated could increase spending by US
$600 million per year, was described as a spending cut. The agreement would cap salaries of top
government officials at US$10,690 per month. Many officials earn as much as US$33,000 a month
in salary and benefits. After the agreement, Senate president Sen. Antonio Carlos Magalhaes
authorized a salary increase of about 59% to bring legislators salaries from the present US$6,600
a month to the new maximum of US$10,690. Meanwhile, state workers have not received a pay
increase in four years, and the outcry over the proposed raise forced Congress to backtrack.
The public was outraged that Congress was raising salaries of high-ranking officials at the same
time the government was calling for belt-tightening. Magalhaes said Congress will consider in
February setting the maximum for government officials at US$9,075 a month. Legislature will meet
in special session in January Congress will take a three-week break before returning Jan. 4 for a onemonth extraordinary session. The agenda will include the 1999 budget, which must be approved
by the end of January. One controversial proposal to be considered in January would raise the
temporary financial transactions tax, known as the CPMF, to 0.38% from 0.20% and extend it until
2001. The measure needs approval by a three-fifths majority in two separate votes in each house of
Congress. The increase is the most strongly opposed austerity measure and its approval is already
behind schedule.
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Even if the tax is approved, it would not go into effect for 90 days. "It has become very clear that the
CPMF will not be passed in time to become effective in the first half of 1999," said Ricardo Pedreira,
political analyst at Santa Fe Ideias. "The government will only raise half the amount it expected to
with the measure."

Public concern increases
Public discontent with the austerity needed to shore up the ailing economy is growing. Uncertainty
and fear of a recession are widespread, exacerbated by recent scandals involving high government
officials. Four of the six people accused of manipulating the TELEBRAS privatization process have
resigned, including former communications minister Luiz Carlos Mendonca de Barros (see NotiSur,
11/20/98).
That followed on the heels of apparently false reports that the president, Health Minister Jose
Serra, governor-elect of Sao Paulo Mario Covas, and the late telecommunications minister, Sergio
Motta, maintained a multimillion-dollar account in the Cayman Islands. "With recession and
unemployment looming, uneasiness is growing among the population," said Alexandre Barros,
a Brasilia consultant, who said the government has no one to blame but itself. "The government
has not done enough to stitch together the political and popular support needed for the highly
unpopular measures contained in the austerity package." [Sources: Clarin (Argentina), The New
York Times, 12/04/98; El Nuevo Herald, 12/09/98; Xinhua, 12/03/98, 12/10/98; Notimex, 12/07/98,
12/10/98; Associated Press, 12/03/98, 12/11/98; Reuters, 12/02/98, 12/03/98, 12/09/98, 12/14-16/98;
Spanish news service EFE, 12/03/98, 12/06/98, 12/15/98, 12/16/98]
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